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 Purpose: Determine the odds or probability that an 
S&P 500 sector will have positive returns when the 
market has positive returns 
Linear Probability Model: 
• Estimating Model 
• Rs= a+b(RM) 
• Where  
• Rs= 1 or 0 for sectors 
• a,b= regression parameters 
• Rm= Return to S&P 500 
• Decision rules 
• Rs=1 when Rm >0 & Rs >0 
• Rs=0 in all other cases 
Conclusion:  Overall our results show some predicting power during the 
out of sample time period of 2011. Using our 2005-2010 estimates for 
number of months with positive returns, we found five sectors had low 
forecasting error, three had moderately high, and two had high 
forecasting error 
Time Periods: 
Overall: 2005-2010 
Down Swing: 12/31/08-3/31/09 
Up Swing: 3/31/09-12/31/10 
Research Approach: 
• Data Requirements 
• Monthly Returns for S&P 500 sectors, 
2005-2011 
• Monthly Returns S&P 500 index, 2005-
2010 
Forecasting Error Range: 
Low= 0-1.50 Mo. 
Moderate=1.51-2.25 Mo. 
High=2.26 Mo. & Above 
Positive Monthly Returns 
Forecasted Estimates 
Overall 
Period 
Down 
Swing 
Period Up Swing Period 
Forecasting Error in 
Months 
2005-
2010 
12/31/07-
3/31/09 
3/31/09-12/31-
10 Actual 2011 Actual vs. 2005-2010  Error Range 
Healthcare 6.86 7.22 6.38 8 1.14 Low 
Financials 6.40 3.49 6.05 4 -2.40 High 
Technology 6.92 7.19 7.27 5 -1.92 Moderate 
TeleComm 6.15 7.22 4.68 7 0.85 Low 
Utilties 6.52 4.66 6.73 8 1.48 Low 
Industrials 6.96 8.52 6.60 7 0.04 Low 
Consumer Staples 6.60 4.92 6.00 8 1.40 Low 
Consumer 
Discretionary 6.60 8.52 6.84 4 -2.60 High 
Materials 5.76 4.92 6.72 4 -1.76 Moderate 
Energy 7.56 4.92 6.00 6 -1.56 Moderate 
S&P 500 Sector Probability Values 
Overall Period Down Swing Period Up Swing Period 
2005-2010 12/31/07-3/31/09 3/31/09-12/31-10 
Healthcare 57% 60% 53% 
Financials 53% 29% 50% 
Technology 58% 60% 61% 
TeleComm 51% 60% 39% 
Utilties 54% 39% 56% 
Industrials 58% 71% 55% 
Consumer Staples 55% 41% 50% 
Consumer Discretionary 55% 71% 57% 
Materials 48% 41% 56% 
Energy 63% 41% 50% 
